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THE HIGH COST OF STRESS
Stress can be defined as an individual's reaction
when he or she can no longer cope with a situation
that is either a continuous, or a momentary, over
whelming trauma. In such instances, a person’s
stamina and flexibility are taxed and the result is
an emotional or physiological disorder. Moreover,
how an individual absorbs a situation is critical
in determining when and to what extent a situation
is stressful.
There is a high cost to stress. It is estimated that
premature employee deaths now cost American
industry about $19.4 billion annually, and heartrelated diseases result in 32 million workdays be
ing lost each year. Alcoholism, another major dis
ease, costs industry about $15.6 billion every year,
and it is thought that about 85 percent of all work
accidents are caused by emotional stress.
The stress experienced by partner-level person
nel can best be understood through a knowledge
of conditions that contribute to stressful situa
tions in CPA firms of all sizes.
Stress can result because an individual’s selfesteem has been abused or because of inflexibility
or work overload. Or, stress may be caused by
factors outside the firm and over which it has little
control, such as being forced to adapt to social
forces—increased governmental intervention, con
tinuing professional education requirements or
the use of advertising.
Various management behavioral patterns, if they
occur regularly, will cause stress and create bar
riers to partner productivity. Such types of be
havior include irrationality in making decisions,
the delaying of rewards, the creation of uncer
tainty (especially among partnership candidates),
lowering trust, breaking promises and authori
tarianism.
Once these conditions take hold in a firm, the
personnel will show signs of stress and the firm
will be adversely affected. Low morale, mutual

hostility, alienation, poor motivation and everincreasing partner demands are all signs of stress.
Other warning signals are the inhibitions of per
sonnel in expressing feelings and opinions, or peo
ple feeling rejected and unsupported or believing
that their jobs conflict with their personal lives.
Some people react to such conditions by becoming
withdrawn or suffering from physiological and
emotional problems and loss of identity.
One of the major side effects of a highly stressful
practice is the deterioration of personal perform
ance by partners and staff members. In these prac
tices, personnel may become careless, forgetful
and show poor judgment. Often, risk-taking is ex
cessively increased or reduced.
These conditions, of course, lead to major costs
for the firm. Reduced productivity is observed in
the form of fewer billable hours, increases in re
ceivables, more frequent write-downs and deteri
orating client relations. Staff and partners become
dissatisfied which causes tardiness and high turn
over as well as an increase in their work-in-process
load. In addition, the seriousness of the situation
is compounded in many firms by
□ The need to deal with the changing environ
ment for practitioners. This increases the
vulnerability of CPAs who are inclined to be
highly inflexible.

What’s Inside ...

□
Charging interest, p.2.
□ A survey of clients’ attitudes toward advertis
ing by CPA firms, p.3.
□
How to define your image, p.4.
□
PCPS and you, p.6.
□
More advertising results, p.7.
□
Inflation and firm management, p.7.
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□ Ambiguous work situations which pose prob
lems for CPAs who require a structured en
vironment.
□ A general feeling of losing control. This be
comes a problem for those professionals who
lack self-esteem.

Style mismatching is a critcial source of stress.
Sometimes, CPAs decide late in their careers that
they made a mistake and really do not want to
remain in public accounting. Often, the dilemma
may be solved by switching to another firm, or the
solution may even be as simple as moving from
one area of practice to another, say, from audit to
MAS.
Maladaptation and self-assessed inadequacy are
likely to be the result of personal unsuitability to
a particular job or task. This type of mismatching
is frequently referred to as a style conflict. In turn,
style conflicts can be further complicated by what
is known as professional cosmetics. For example,
as professionals, CPAs are frequently judged by
such qualities as appearance, behavior and social
and economic background, all of which contribute
to personal stress.
As consultants, we have implemented various
stress reduction techniques and procedures in
CPA firms of all types and sizes. Some of these
methods address the firm while others are more
concerned with the individual. However, all are
directly related to increases in firm productivity.
Here are a few that we have found to be particu
larly effective.
We encourage partners to
□ Utilize development techniques and behav
ioral sciences in practice management to in
crease firm efficiency and as an outlet for
stress reduction. The skills needed can be
acquired as part of a continuing professional
education program.
□ Assess optional workloads for firm members
and determine the stresses exerted on indi
viduals by certain tasks and functions in the
firm.
□ Match the person with the job. This must be
a consideration when hiring staff members.

□ Foster self-understanding among partners
and among staff people. This will be of great
help in determining in advance whether or
not a position and an individual are mutually
suited.
□ Make certain that relevant information about
the firm, available positions and the people
being considered for them is exchanged be
fore offers are made or accepted.
□ Consider job changes for themselves and for
staff members in cases where the cost of
adapting is too high.

Stress can be self-inflicted or caused by the ac
tions of others. And quite obviously, the sources
of stress in a CPA firm are multiple. However, part
ners can do a lot to reduce stressful situations in
their firms by making an effort to understand
where the problems may lie and by taking the few
steps mentioned above. The cost of not doing any
thing is far too high.
-by Jay N. Nisberg
Jay Nisberg & Associates
Ridgefield, Connecticut

A Matter of Interest

In answer to a question in our survey (p. 7), "Are
firms contemplating charging interest on accounts
receivable?", five respondents said their firms are
charging interest. Two others replied that they
know of firms which do charge interest on unpaid
balances.
The amount charged apparently varies from
about three-quarter percent to one-and-a-half per
cent per month, and generally applies to balances
which are over 30 or 60 days old.
One firm believes good business practice dic
tates charging interest on past due accounts, an
other reports little resistance from clients to its
one-and-a-half percent service charge, while an
other practitioner says he adds an unitemized in
terest factor to the bills of clients he thinks might
string him along.
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What Clients Think
of Accountants Advertising
To advertise or not to advertise? That is a question
still unresolved by many CPA firms. Last February
we reported on our survey which showed that less
than 10 percent of the local firms had immediate
plans to take advantage of the revised ethics rules
that permit firms to advertise their services.
The majority believed that advertising is unpro
fessional, and others did not think it produces
desirable clients. A substantial number of firms
had not committed themselves and were waiting
to see what develops. With few exceptions, those
who were planning to advertise were starting with
a modest effort. (For a report on a firm that is
making a substantial investment in this area, see
page 7.)
In the final analysis, it is the action and reaction
of clients and potential clients that are the key
elements in whether to adopt such a program.
Last fall, three faculty members of Southern Illi
nois University at Edwardsville
*
reported on the
responses of 264 chief financial officers to a survey
on attitudes toward advertising by accountants.
The results appeared in the October issue of the
Financial Executive.
Here are some of the general conclusions:
□ Almost three-quarters (73 percent) of the re
spondents believed that accounting firms
should be permitted to advertise, and 62 per
cent of the total thought that it would be an
effective way to communicate the various
services provided by accounting firms.
□ Price advertising, however, would seem to
have little direct effect on client actions.
About two-thirds of the executives favored
the setting of advertising standards by the
AICPA and were overwhelmingly (91 percent)
opposed to the involvement of the federal
government.
□ About 80 percent believed that the quality of
accounting services would not decline as a
result of advertising, and only a third
thought that the cost of these services might
increase.
□ A majority (57 percent) indicated that adver
tising would not increase their awareness of
quality differences among accounting firms
but could affect their choice of firms by mak
ing them more aware of nonauditing services
being offered.

*M. Robert Carver, Jr., chairman of accounting and finnance, and associate professors of accounting Thomas E.
King and Wayne A. Label.

According to the authors, the background of the
respondents caused some significant differences
in their replies. Those financial officers who did not
have public accounting experience or college de
grees were more strongly in favor of advertising
and believed more strongly that it would create
more diversity and variety among accounting firms
and aid in the selection of accounting firms by pro
viding information on specific services and the
costs of such services.
They tended to have stronger views that adver
tising would influence their choice of accounting
firms by making them more aware of price and
quality differences among firms, of industry spe
cializations and other services being offered.
They said they might be more influenced by ad
vertisements that discussed price than by those
that described cost-saving techniques.
This group also indicated more strongly that the
image of the accounting profession would not be
adversely affected by advertising and that, in fact,
the public image could be enhanced.
These views in large part reflect those of finan
cial officers from smaller companies, irrespective
of the educational and experience backgrounds.
Another aspect of the survey indicates that if
you have kept a client for five years, the company
is less likely to shop around for someone else.
However, the respondents who have less than
five years’ experience with their accounting firm
are apt to look more strongly upon advertising as
a way to check price differentials among account
ing firms and to make themselves more aware of
services that they had not previously considered
purchasing.
There appear to be at least two overall implica
tions to this admittedly limited survey.
First, if an accounting firm is going to advertise,
it should go first class. Although the respondents
indicate that quality of service cannot be deter
mined from an advertisement, the halo effect of a
quality ad cannot hurt the firm, but an ill-con
ceived one, poorly presented, can have a negative
effect.
Second, once you have a client, you can’t rest on
your laurels but should spend the first few years
putting your best foot forward to demonstrate the
variety and utility of the services your firm has to
offer.
The whole concept of advertising is still new to
the profession, but this study seems to indicate
that there is room for experimentation without
loss of prestige or creating an unprofessionally
competitive situation. We would welcome the ex
periences of our readers as guidance for their
colleagues.

4

Defining and Projecting a CPA Firm’s
Professional Image
Firms must make changes as they grow. This point
is made by Professor Larry E. Greiner, associate
professor of organizational behavior, Harvard
Business School, in his article, “Evolution and
Revolution as Organizations Grow,” published in
the July/August 1972 Harvard Business Review.
Greiner points out that, to move ahead, firms must
introduce planned structures that are not only
solutions to the current problems but are suited
also to the next phase of their development.
It is at this point that I assume most CPA firms
would like to continue growing. To do so, I believe
a firm will benefit by studying and analyzing where
it has come from, where it is now and where it
wants to go. A good start for such a study could
be to identify the strengths and weaknesses that
are reflected in the firm’s image.
Make the study a firm-wide one. Most studies
will involve the partners, but you should consider
including the professional staff and perhaps even
the clerical staff of the firm. As a part of their
work, have staff members address themselves to
the question of whether or not they are satisfied
with the firm’s image and their own. Then, having
been involved with the study, personnel will be
more cooperative later in carrying out the plans
for projecting the firm’s image.

□ Start by studying the firm’s present clients.
What types of clients does the firm now have?
What variety of services are performed for
clients? How did the firm get these clients?
□ Examine the firm’s personnel. Take a look at
the professional competence and technical
knowledge of the staff. Does the firm have
what it needs in the three primary areas of
client service: i.e., accounting and auditing,
tax and MAS? Are there people in the firm
who possess special talents in management
and practice development?
□ Compare the firm with its competitors. It
will be helpful if such things as type of cli
ents, variety of services, fees, size and growth
are taken into consideration. Are there firms
close by growing faster than your own?
Why?
□ Don't overlook outsiders’ opinions. We all
know clients such as attorneys and bankers
well enough to ask their opinion about the
firm's image in the marketplace. And don’t
forget to review the reasons given by former
clients for changing firms.

□ Study the firm’s market. What is the size of
potential clients the firm can expect to obtain
in the future? Be realistic. (Our firm is lo
cated in a smaller city in our state, and we
have concluded that our chances of landing
General Motors as a client are pretty slim.)
What types of services are needed in the
area? It can be interesting to compare the
types of services clients now demand with
what was wanted years back when the firm
was smaller. For example, some years ago we
found a need in our community for computer
services and recognized that no one in our
town had any computer capabilities. In sub
sequent years, we have tried to fill that need.
After identifying its strengths and weaknesses,
how does a firm go about changing its image?
A good way is to eliminate the discovered weak
nesses. Such things as bringing in new people to
provide needed services and dropping undesirable
clients should now be obvious. A firm’s ultimate
objective should be to increase the quality, quan
tity and promptness of its services to clients. The
emphasis needs to be on the client.
Make auditing a service that clients will appreci
ate. Too often, CPA firms evaluate the quality of an
audit using profession-initiated standards. The
real question is whether or not a client receives
any benefit from the engagement other than the
one-page standard opinion.
Emphasize tax planning. Do for your client what
is needed most, i.e., help reduce taxes, cut costs
and increase profits.
Does everyone know you’ve got the best CPA
firm in town? There is no conflict between main
taining a professional image and expanding a CPA
practice. All of the firm’s personnel must be aware
of how they are a part of the firm’s image. They
must understand that it is impossible to separate
personal from professional life. They need to know
that firms sometimes stop growing—in fact, they
often do when the founders become inactive.
With their different interests and technical
knowledge, staff people collectively project the
firm’s image. They should be encouraged to sell
the firm and to let clients know about other mem
bers of the firm who have strong or unique areas of
expertise. The firm’s image should be that of an
effective team serving the clients’ needs.
Appearances are very important and the firm’s
personnel and office facilities should reflect the
image you want to project. All of us have seen con
vincing studies of the effect dress has on our ac
ceptance in the marketplace. Staff people should
look professional, mature, and competent. Their
(continued on page 6)
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Exhibit

OFFICE CONTROL
CHECKLIST FOR NEW CLIENTS

RACHLIN& COHEN

(ALL APPLICABLE ITEMS MUST BE COMPLETED)

CERTIFIED PUBLIC ACCOUNTANTS

*OBTAIN CLIENT NUMBER FROM OFFICE MANAGER FIRST

OFFICE:-------------------------------------------------------

PREPARED BY:_______________________________________________ ____ —____ .__ _______________ DATE:----------------------------------------------------------SOURCE OF BUSINESS:
ESTIMATED ANNUAL BILLING: S -------------------------------------------NATURE OF CLIENT'S BUSINESS:----------------------------------------------------------- -- ------ -------------------------------------------------- SIC#----------------------------------------CLIENT'S ATTORNEY:________________________________________ —--------- ——
.BANK:-------------------------------------------------------------------------- ----CHECK AS APPLICABLE:
□
WRITTEN CONFIRMATION FROM CLIENT AS TO TERMINATION OF FORMER ACCOUNTANT, (Rule 21A - 6.01)
□
CONTACT PREDECESSOR AUDITOR IF AUDIT ENGAGEMENT
□
ENGAGEMENT LETTER PREPARED
□ THANK YOU LETTER. TO----------------------------□
DO NOT SEND WELCOMING LETTER FROM MANAGING PARTNER (IF NOT CHECKED, GOES AUTOMATICALLY)

FYE.

*NO. ASSIGNED

FORM

ID NO

NAME(S) ___________ .

________________________________________________________________ -

ADDRESS_______________________________________________________________________________

ZIP CODE

SSN NUMBERS:
HUSBAND

WIFE
□ NO FISCAL YEAR

PHONE (S)____________________________
AREA CODE (

)

MAILING ADDRESS (IF DIFFERENT)__________________________________________________________________________________________________
NAMES OF PRINCIPALS_____________________________________________________________________________________________________________

CHIEF ACCOUNTING PERSON________________________________________________________________________________________________________
OTHER KEY PERSONNEL_____________________________________________________________________________________________________________

RELATED COMPANIES______________________________________________________________________________________________________________

FEE ARRANGEMENT_______________________________________________________________________________________________________________
SERVICES RENDERED

□ MONTHLY,

□ QUARTERLY,

□ ANNUALLY,

□ OTHER (SPECIFY)

DESCRIPTION OF SERVICES_________________________________________________________________________________________________________
REGULATORY AGENCIES TO WHICH SUBJECT________________________________________________________________________________________ _

SPECIAL EXPERTISE REQUIRED_____________________________________________________________________________________________________
ASSIGNED TO ENGAGEMENT: SUPERVISOR

OTHER

NEW CLIENT ACCEPTED (SEE BELOW FOR ACCEPTANCE COMMITTEE CHECKLIST):
MANAGING PARTNER (PINK COPY)

PARTNER IN CHARGE (AFTER REVIEW OF AVAILABLE
FINANCIAL INFORMATION AND INQUIRIES ABOUT CLIENT,

APPROVAL BY ACCEPTANCE COMMITTEE
THE ACCEPTANCE COMMITTEE CHECKLIST MUST BE COMPLETED FOR ALL PROSPECTIVE CLIENTS WHO MEET ONE OR MORE OF THE FOLLOW
ING DESCRIPTIONS. (ALL OTHER PROSPECTIVE CLIENTS ARE ACCEPTED BY THE APPROVAL OF THE PIC AND THE MANAGING PARTNER.)
SUBMIT THE COMPLETED CHECKLIST TO THE MANAGING PARTNER. PROSPECTIVE CLIENTS REQUIRE COMMITTEE REVIEW IF:

THERE
□

□ PUBLIClY HELD COMPANY OR BROKER/DEALER

□ ANNUAL FEE EXPECTED TO EXCEED S10.000 OR T
OTAL HOURS

TO EXCEED 300
□ FIRM OPERATES IN HIGH RISK INDUSTRY

(DIFFICULT TO ESTABLISH ADEQUATE INTERNAL CONTROLS,
ESPECIALLY SENSITIVE TO GENERAL ECONOMIC

HAS BEEN A RECENT SIGNIFICANT CHANGE IN:

□
□

MANAGEMENT

□ DIRECTORS

OWNERSHIP

□ LEGAL COUNSEL

□

FINANCIAL CONDITION□ LITIGATION STATUS

□

NATURE OF BUSINESS□ SCOPE OF AUDIT

□ YOU ARE AWARE OF ANY OTHER REASON FOR COMMITTEE
REVIEW

CONDITIONS, ETC.)
□ COMPANY IS IN DEVELOPMENT STAGE
□ COMPANY IS IN SERIOUS FINANCIAL DIFFICULTY

□ FILES TO BE OPENED
STANDARD FIRM FILES WILL BE OPENED UNLESS NOTED TO THE CONTRARY:

DISTRIBUTION OF COPIES
WHITE-OFFICE MANAGER - CANARY-FILE SUPERVISOR - PINK-MANAGING PARTNER - GOLD RC
FORM 0.111 (2178)

* PulI And Destroy Gold Copy If Client Is NOT To Get Newsletter.

MAILING LIST
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appearance should reflect the fees being charged
for them.
Don’t forget that the firm’s printed materials
affect its image. Such things as brochures, news
letters, stationery and reports of the firm should
present a positive impression to all clients and po
tential clients who receive them. (See "Your
Printed Image” in last month's issue and another
Rachlin & Cohen exhibit on page 5.)
I have said a CPA firm should increase the qual
ity, quantity and promptness of services to clients.
Why do I say this? Some studies show that over
50 percent of the new clients obtained by some
firms are referred to them by present clients. This
being the case, the firm's clients should be catered
to and shown again and again that the firm appre
ciates their patronage. A growing firm must not
only know its clients’ businesses but must make
them believe that it can take on new business with
out adversely affecting service to them.
And don’t just talk accounting to clients. Learn
some of the technical aspects of the industry they
are in and keep up with developments.
Many firms find other professionals to be a good
source of new clients. A study of one firm showed
over 15 percent of new clients were referred by
attorneys. Here again, a good image is important.
Keep up your contacts with these professionals.
Work with them, and then you will have reasons
for contacting them during office hours. Who
knows? Someday they just may have another cli
ent asking for their recommendation for a CPA
firm.
Do professional activities pay? I believe it’s
necessary for a growing CPA firm to have staff
members extensively involved in professional ac
tivities. The firm’s image is enhanced when staff
members make speeches and write articles. Clients
are impressed when their CPA is recognized by his
own peers. Activities in the AICPA and the state
societies have paid off tremendously for many CPA
firms.
Also, a successful CPA should be active in the
community. Why shouldn’t a CPA get credit for
such activities?
In conclusion, emphasize effort and not dollars.
Getting a new client takes time and often results
from many actions taken by the firm over many
years. Concentrate on the areas where you receive
the best results. And finally, set the example of
projecting a professional image at the top of the
firm. As someone once said, "There is nothing
more contagious than enthusiasm.”
-by James L. Keeler, CPA
Harrisonburg, Virginia

PCPS and You

When inquiring about the Private Companies Prac
tice Section's (PCPS) objectives, and admission
and membership requirements, many local firms
have also asked about the benefits of being a mem
ber. Perhaps the best answer to that question came
from a firm expressing the view that membership
in the PCPS is tantamount to issuing a statement
saying, "We are confident that our policies, pro
cedures and overall system of quality control meet
the higher than usual standards established by the
section, and are willing to undergo a peer review
every three years as well as comply with other
membership requirements.” Others think that
PCPS membership sets the firm apart from many
of its competitors.
A number of firms believe that membership in
the section demonstrates a commitment to high
quality service and that this can only enhance a
firm’s professional status and image among clients
and potential clients.
There are other significant benefits too. As mem
bers, small- and medium-size firms can, through
the PCPS’ technical issues committee, exert influ
ence on technical and professional developments,
including the establishment of technical stand
ards.
Also, member firms of the PCPS include more
than 35,000 AICPA members—nearly half the In
stitute’s membership in public practice. Through
their membership in the section, local practice
units now have the weight to make their needs
known.
For example, the PCPS has strongly supported
the development and issuance of the AICPA’s
looseleaf subscription service Audit and Account
ing Manual and has provided the special commit
tee on small- and medium-size firms with specific
comments on competitive factors within the pro
fession. The section also urged the CPE division
to make training materials readily available for
in-house use by CPA firms and is currently working
with the Institute’s management of an accounting
practice committee to develop a recruiting bro
chure for local firms.
If you would like to hear more about the benefits
and obligations of being members of PCPS,
straight from the horse’s mouth as it were, you can
do so at the second annual PCPS conference which
will be held April 27-29 at the Omni Hotel in Miami,
Florida.
The conference program includes reports on the
section’s activities, the effect of recent pronounce
ments on local firms, and new developments in
peer review and in compilation and review ser
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vices. Presentations will also be made on topics
such as what small business needs for survival,
what the future holds for small- and medium-size
firms, and what the effective techniques are in
practice development and in recruiting for local
firms. The panelists include representatives from
key AICPA committees and practitioners from
small- and medium-size firms.
On April 30, the day following the conference,
participants may attend an AICPA course on how
to conduct a peer review or participate in one of
several specially selected CPE courses to be pre
sented by the Florida Institute of CPAs.
The registration fee for the conference is $95.
(This does not include participation in an optional
course on April 30.) Further details can be ob
tained from the meetings department, AICPA.

Does Advertising Work?

By now, many practitioners may have heard some
thing about the advertising campaign begun in the
fall of 1978 by the San Francisco CPA firm of
Siegel, Sugarman & Seput. Put briefly, the partners
were interested in developing new business in
what were identified as the firm's specific markets
and decided that advertising in local newspapers
and magazines would help them reach this aim.
First-year billings from new clients who called
the firm, without prior contact, in response to the
advertisements were about $100,000. This meets
the firm’s goal of attracting clients whose com
bined annual gross billings are at least double the
cost of the campaign. The firm estimates that this
is one-third of the typical cost of acquiring a prac
tice.
An interesting byproduct of the advertising
campaign and subsequent articles about the firm
in professional publications is that the firm has
attracted applicants from other parts of the coun
try. This is an additional benefit as the firm seeks
the highly qualified and motivated personnel
needed for accelerated expansion.
Billings increased two and a half times to
$766,000 in the firm’s second fiscal year which end
ed September 30,1979. Currently, monthly billings
are three times those of a year ago and the firm,
which now employs 20 people, expects to bill in
excess of $1 million this fiscal year.
The firm has budgeted $100,000 for advertising
during the fiscal year that began on October 1,
1979. This is twice the amount spent in the previ
ous 12 months.

Running a CPA Firm During
Inflationary Times

Has the high rate of inflation meant changes in the
way you run your practice? Have you had to
tighten up here and there in order to maintain or
increase your firm’s profits?
Some practitioners believe that inflation has
little impact on CPA firms’ profits. Ray Telling of
Plattsburg, New York thinks a CPA firm is remark
ably free from inflation’s problems compared with
industrial or commercial firms. At his firm they
follow the AICPA Management of an Accounting
Practice Handbook formula and, so far, have no
problems. And at Gerald Grabush’s firm in Balti
more, they have been able to match rising costs
with rate increases.
Still, there is no doubt that inflation can have
a disastrous effect on firm profits if costs aren’t
contained or cannot be passed on.
Bob Hammons of Sallisaw, Oklahoma says that
as an individual practitioner he has had to control
his expenses, just as he recommends to clients.
Mr. Hammons also examines employee chargeable
time very closely.
Sid Jarrow (Chicago) suggests aging accounts
receivable and work in process. He says managing
partners should have every partner explain all
items over 60 days old in writing as the older the
items are, the less likely they are to be collected.
Labor costs should be scrutinized too, and Mr.
Jarrow recommends taking a hard look at billable
and non-billable staff time. He has other cost
saving ideas such as cutting back on the frills—
country clubs, etc., and getting rid of marginal
clients—not worth the effort.
In Cincinatti, Mary Hall says, "Our firm is trying
to hold its own by planning a more careful use of
staff training dollars stressing productivity and,
regrettably, raising fees where possible." As many
practitioners see it, charging and collecting the
proper fee is the key to maintaining or increasing
profits.
According to Jim Arnett in Charleston, W. Vir
ginia, cash flow becomes extremely important.
Billings must grow faster than billable hours—you
need more net fees per body, annually. He says in
flation causes agonizing reappraisals in the way
the firm is run and necessitates aggressive collec
tion efforts. Robert Israeloff, who practices in
Valley Stream, New York puts it this way: "As
salaries go up, fees, which are a multiple of sala
ries, must go up also."
Inflation has caused many firms to review sala
ries more often. Robert Neuland of Vienna, Vir

8
ginia says that the major problem encountered by
his firm because of inflation is in the area of ad
justing employees’ salaries. The firm’s policy is
to evaluate salaries annually, but now they wonder
if this is often enough because of client reaction
to the resultant larger fee increase. “But,” says Mr.
Neuland, “the accounting profession is service
oriented and can react quickly to inflationary pres
sures on profits by promptly adjusting fees to
clients.” He thinks the fact that rates can be ad
justed as new billings are sent out is the reason
there has not been significant pressure on firm
profits at this time.
Robert Peyroux, a New Orleans practitioner
believes that rapidly rising manpower costs are
causing CPA firms to review their auditing proce
dures. For example, some have found that greater
use of statistical sampling sometimes results in
time saving.
If you are reviewing salaries and fee rates
more often, controlling expenses and examining
employees’ chargeable time very closely, what else
can you do to maintain or increase profits? Robert
Peyroux and Sid Jarrow both think a lot of firms
are putting greater emphasis on data processing
equipment.
Cecelia Verdon reports that her firm in New
York has automated wherever possible. She says
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machines are expensive but at least you don’t have
to pay them fringe benefits. They have a computer
and are now getting a word processor. The equip
ment will allow them to handle an increased work
load with no additions to staff.
In general then, the thought is that inflation will
tend to erode firm profits if corrective steps are not
taken. As Ronald Russell of Springfield, Ohio says
about inflation, “It causes the need to rethink old
policies and procedures and for very current man
agement data when making decisions.” He adds,
“Cash management becomes more critical with in
creasing interest rates.”
Have increases in fees resulted in greater prof
its? Carol DeHaven of Springfield, Mo. replies,
“Inflation has caused us to be more aware of the
need for fee increases and has probably tempered
client reaction to the higher rates. Still, the in
crease in overall firm profitability which we have
experienced is due to growth in numbers of clients
and services provided.”
Because of inflation, clients are getting used to
paying more for everything. If you are watching
your costs, streamlining your procedures and pro
viding quality service, reasonable fee increases
should be acceptable to your clients who are un
doubtedly passing their cost increases along to
their customers.
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